Some economists argue that the natural rate of interest has driven the decline, but the natural rate of interest can't be directly observed. One can, however, use quantitative macroeconomic models to estimate it. Panel B of the figure plots one such estimate by Holston, Laubach, and Williams (2017) for Canada, the United States, the euro area, and the United Kingdom. All four economies exhibit a similar pattern: The estimated natural rates of interest steadily declined from 1961 until 2016, with the euro area's rate even negative between 2013 and 2016.
A declining natural rate of interest poses real challenges for a central bank because it limits the bank's ability to respond to recessions. When an economy enters recession, 
Conclusion
The policy interest rates set by central banks have been declining in many countries over the past 20 years as the natural rate of interest in those countries has fallen. A declining natural rate of interest reduces the ability of a central bank to respond to recessions with conventional monetary policy. Understanding the future direction of that rate and the cause of the decline is important for designing effective monetary policy. n Notes
